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TURKEY - KEY ECONOMIC INDICATORS 


All values in $U.S. millions unless otherwise indicated. 
Average exchange rate: $U.S. 1.00 = TL 17.77 (1977); = TL 24.04 (1978); for 
details for 1979 multiple exchange rates, see text. 


% Change 


2/ 1978-79 


1978 1L979= 


INCOME AND PRODUCTION i/ 
GNP at current prices— cf 51,244 49,478— 
GNP at constant ('68) prices— 23,308 23,955 

Agriculture % GNP 21.4 25.0 
Industry % GNP 2265 24.9 
Services % GNP 53.3 34.1, , 

Per Capita GNP at current Prices ($U.S.) 1,188 1,118— 

Industrial Production Index (1962 = 100) 465 491 


MONEY AND PRICES e/ 
Money Supply M, (TL billions) 300F 
Central Bank Discount Rate (%) 10.75— 

Indices (1963=100) end of period a 
Wholesale Price Index 1,214— 

Istanbul Consumer Price Index 1,368°/ 


Ankara Consumer Price Index / 


BALANCE OF PAYMENTS AND TRADE 
Official Gold and Foreign Exchange 
Reserves 547 635 
External Public Debt2/ 11,400 14,200 
Annual Debt Service 594 654 
Debt Service as % of Exports 34 29 
Trade Deficit 4,043 2334 
Current Account Deficit 3,385 1,418 
Basic Balance! -1,867 -386 
Exports F.O.B. 1,753 2,288 
U.S. share % 6.9 6.7 
Imports, C.I.F. 5,796 4,599 
U.S. share % 8.7 6.1 


+++ 


Main imports from U.S. (1977) $ millions: machinery - 172; iron and 
steel - 69; motor vehicles and parts - 52. 


Notes: a/ projection for total year; b/ exchange rate changes dis- 
tort dollar denominated absolute and % changes from TL actuals; 

c/ $U.S. 1.00 = TL 9.00; d/ June 1978-June 1979; e/ end of June 1979; 
£/ first half of 1979 vs first half of 1978; g/ includes short-term 
debt; h/ net of debt relief; i/ rough estimate incorporates 1979 
exchange rate changes 


Sources: rimarily Ministry of Finance, Institute of Statistics, 
Central Bank, State Planning Office, and Ministry of Commerce. 
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SUMMARY 


After a current account surplus of about $500 million in 1974, 
in a turnaround deficits accumulated rapidly to reach a record 
$3.4 billion in 1977. These deficits on the current account were 
financed by convertible Turkish Lira (TL) deposits (i.e., volatile 
short-term Eurocurrency commercial bank deposits), suppliers' 
credits, and concessional official loans. As international pay- 
ments arrears began to grow, financing from the first two sources 
became more difficult to obtain and finally effectively dried up 
entirely. These financing constraints were a major factor in halv- 
ing Turkey's 1978 current account deficit to $1.4 billion. Good 
export performance and increased workers' remittances should have 
— the 1979 current account deficit (after debt relief) to $1.2 

illion. 


Through agreements in 1978 and in 1979, Turkey rescheduled 
debts totaling about $2.2 billion to 17 OECD countries. [In ad- 
dition, in 1979 OECD members pledged $900 million in credits for 
Turkey to finance urgently needed imports. In 1978 Turkey and the 
International Monetary Fund (IMF) agreed to a 2,year Special 
Drawing Rights 300 million stand-by arrangement, but, unable to meet 
the conditions of the stand-by, Turkey requested and obtained a 
second stand-by agreement for 1 year at SDR 250 million in mid-1979. 
Another IMF program is contemplated when the present agreement expires. 


Because of continuing foreign exchange constraints, real GNP 
growth in 1979 is expected to be almost negligible with little or 
no improvement foreseen for 1980, though some official estimates 
have projected as much as 2.8 percent real growth rate for 1979. 


A large devaluation of the TL in June 1979 should eventually 
have a positive effect on Turkey's recent history of large trade 
deficits. However, although exports increased impressively in the 
first half of 1979 (i.e., prior to the devaluation), present indi- 
cations are that the trade balance deteriorated in the second half 
of 1979. 


- Inflation, running at an annual rate of some 70 percent in 1979, 
May continue to accelerate given the excessive money creation 
witnessed during the first 9 months of 1979. Major causes of the 
rapid rate of inflation Turkey has suffered over recent years 
include domestic demand pressures aggravated by inadequate foreign 
exchange resources, the financing of large public sector budget 
deficits by recourse to borrowing from the Central Bank, and pos- 
sibly excessively large public and private sector wage and fringe 
benefit increases. One of the principal goals of the IMF program 
and the new Demirel government is to reduce the rate of inflation. 


As a result of Turkey's October elections, the 2l-month Ecevit 
government resigned. The successor Demirel government is expected 
to follow, for the most part, Turkey's traditional economic and 
financial policies. 





NATIONAL INCOME 


Turkey's GNP grew by 3.5 percent in real terms in 1978 accord- 
ing to official statistics. Official projections were for a 1979 
increase of between 0-2.8 percent, and a highly optimistic real 
growth rate of 6.5 percent is projected by government planners for 
1980. 


During the last decade and a half, the contribution of agri- 
culture to GNP has fallen from about 38 percent to 1978's 21 
percent; during the same period, the share of industry has risen 
from 16 percent to about 26 percent; and the contribution of services 
has increased from 46 percent to 53 percent. 


Nineteen hundred and seventy-nine was probably the fourth con- 
secutive good year for Turkish agriculture with total production 
slightly below 1978's harvest. Favorable weather conditions in re- 
cent years, improved technology, and widespread use of fertilizer 
and pesticides have contributed to increases in agricultural output. 
The increase in production of raisins, sunflowers, citrus, and milk 
did not quite compensate for the decline in the production of wheat, 
tobacco, olive oil, and meat. In 1979 support prices were raised to 
record high levels, which will incease nominal farm incomes but at 
the same time will burden the treasury. 


Industrialization has been given the highest priority in 
Turkey's economic development planning since the founding of the 
Republic. Industrial growth averaged 8.7 percent per year between 
1974 and 1976. With the exception of textiles and leatherwear, 
Turkey's manufacturing industry is geared primarily to serve the 
highly protected and very profitable domestic market. This situa- 
tion derives from Turkey's longstanding commitment to import substi- 
tution policies which results in a relatively closed economy (1978 
international trade represented only 13 percent of GNP). However, 
import dependence is high in manufacturing, both with regard to 
machinery and raw materials. 


Industries owned and operated by the government--State Economic 
Enterprises (government-owned companies) account for about 40 per- 
cent of total output. The fourth Five-Year Plan (1979-1983) calls 
for 58 percent of total investment to be undertaken by the public 
sector (more than half of which is intended for directly productive 
enterprise as opposed to infrastructure). Maintaining the average 
annual increase of recent years, private sector investment will 
increase by about 14 percent in 1979. A government-conducted 
survey indicates there will be a decline in private industrial 
investment of about 25 percent next year. Present underutilized 
capacity, a liquidity shortage in the private market, and difficulty 
in securing imported investment goods have been cited as reasons 
for the anticipated decrease. Only in the leather-processing, 
nonferrous metals, and automobile industries is investment expected 
to increase. 





INFLATION 


The decade of the 1970's has been a period of inflation for 
Turkey. After experiencing inflation rates of between 15-20 
percent in 1975 and 1976, the rate accelerated in the second ‘half 
of 1977 and has not abated since. In 1978 the Ankara Consumer 
Price Index increased by 54 percent, that for Istanbul grew by 
62 percent, and the (national) Wholesale Price Index went up by 
51 percent. Calculating on a yearly basis, the data for all 
three price indices taken together for the first 8 months of 1979, 
the annual rate of inflation may exceed 70 percent this year. More 
ominously, there are signs that inflation may be increasing during 
the latter part of the year. Tentative plans of the Turkish 
government aim at reducing the inflation rate to 30-35 percent 
in 1980. This will require adherence to the IMF stand-by agreement 
or a similar program. 


Factors contributing to inflation include widespread increases 
in government-administered prices (e.g., petroleum products, 
construction materials, textiles, and some foodstuffs) to reduce 
operating losses of State Economic Enterprises (government-owned 
companies), a rapidly expanding money supply*/, a high level of 
domestic demand aggravated by foreign exchange constraints, per- 
sistent financing of large and growing state budget deficits through 
loans from the Central Bank, and quite possibly excessive labor 
agreements in terms of efforts to contain inflation. 


LABOR AND EMPLOYMENT 


Turkey has a labor force of almost 17 million, excluding workers 
employed abroad and those serving in the military. In addition, 
there are close to one million Turkish workers employed abroad, 
most of whom are employed in West Germany, followed by France. 
Remittances sent home by these workers in the first 9 months of 1979 
almost equaled total foreign exchange earnings from commodity exports. 
By sectors, some 60 percent of the domestic labor force is engaged 
in agriculture and 13 percent in industry. 


With an annual population growth in the neighborhood of 2.5 per- 
cent, as many as 800,000 new workers may be entering the active 
labor force per year. Effective unemployment has been unofficially 
estimated at 20 percent or more. Nonetheless, unionized labor has 
been able to get wage and fringe benefit increases during the past 
2 years of high inflation that may have maintained or even increased 
real income. New contracts to cover about 500,000 workers, both in 
the private and public sectors, are to be negotiated in the near 
future. Civil servants have fared less well, and nominal compensa- 
tion increases in 1979 did not keep pace with inflation. 


*/ Money supply or M, is money in circulation plus savings deposits. 
From January to September 1979, M increased by 36 percent to TL 388 
billion. 
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PUBLIC FINANCE 


A major cause of inflation in Turkey has been the financing of 
large and growing public sector deficits by direct and indirect bor- 
rowing from the Central Bank, which has acted as an agency for the 
Ministry of Finance rather than as an autonomous institution. The 
central government budget deficit has grown from almost TL 7 billion 
in 1975 (1 percent of GNP) to an estimated TL 52 billion (6 percent 
of GNP) in 1977. Despite Turkish government resolve to substantial- 
ly reduce the deficit in 1978, it was roughly the same absolute size 
as in the previous year (4 percent of 1978 GNP). Though originally 
intended to be about half of the amount for 1978, the 1979 budget 
deficit probably exceeded TL 72 billion. The increase is due 
primarily to increased transfers to state-owned-and-operated 
enterprises, increased agricultural support prices, and increases 
in government personnel expenditures. In recent years more than 
half of the government deficit has been financed directly by loans 
from the Central Bank. 


MONEY AND CREDIT 


Largely because of the Central Bank financing of the residual 
needs of the public sector, the money supply (M)) expanded by 39 
percent in 1977, 35 percent in 1978, and had already increased 
another 36 percent through September 1979. 


The formulation of monetary and credit policy rests largely 
with the Ministry of Finance which exerts direct control over the 
Central Bank's accounts for the main part of Central Bank credit. 
Central Bank lending to the Treasury to finance the consolidated 
budget is restricted by law to 15 percent of total budgetary ap- 
propriations. However, the government gets around this limit 
through the power of the Council of Ministers (cabinet) to increase 
budgetary appropriations at will, without further reference to 
Parliament. Using this virtually automatic procedure, budgetary 
appropriations for Turkish Fiscal Year 1979 (March 1, 1979 to 
February 28, 1980) increased from TL 407 billion originally 
appropriated to more than TL 600 billion according to most recent 
estimates. Direct Central Bank lending to SEF's and to State 
monopolies finances their operating deficits and the purchases of 
agricultural commodity stocks. Central Bank purchases of State in- 
vestment bonds constitute indirect financing of SEE investment 
expenditures. 


During 1977, Central Bank credit to the public sector increased 
66 percent to TL 149 billion; it increased an additional 37 percent 
to TL 204 billion during 1978. The net domestic assets of the 
Central Bank (roughly equal to the public and private sectors minus 
deposits against letters of credit) jumped 75 percent in 1977 to TL 
209 billion and increased by almost 40 percent in 1978 to TL 290 
billion. Through mid-October 1979, Central Bank credit to the 
public sector increased by more than 45 percent over the December 
1978 total while credit to the private sector increased by 23 percent. 
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EXCHANGE RATE REGIME 


In March 1978, the TL was devalued from TL 19.25 = $U.S. 1, to 
TL 25 = $U.S. 1. In April 1979, there was a further devaluation to 
TL 26.50 = $U.S. 1, with a premium rate of TL 47.1 = $U.S. 1 applied 
to tourist income and workers' remittances. As announced when the 
premium rate was established, the premium for remittances was de- 
creased over a 3-month period to TL 37.1 = $U.S.1. On June 1l, in 
conjunction with negotiations for a 1979 IMF stand-by agreement, an 
exchange rate of TL 47.1 = $U.S. 1 was put into effect for all 
international transactions except for imports of petroleum and 
petroleum products, imports of chemical materials to be processed 
into fertilizer, and exports of agricultural products subject to 
government price supports, (i.e., virtually all agricultural export 
commodities except for fresh fruits and vegetables) for which a rate 
of TL 35 = $U.S. 1 has been established. This latter rate applies 
to about 60 percent of exports and almost 40 percent of imports. 


Exporters of manufactured goods and mining products (43 percent 
of total 1979 exports through August) are permitted to retain 50 
percent or more of their export earnings, to finance imported inputs 
for their own use or for the use of their domestic suppliers. 


BALANCE OF PAYMENTS 


Through the first 9 months of 1979, Turkey's trade deficit 
increased by 15 percent ($U.S. 1.71 billion to $1.9 billion) over 
the same period of the previous year, although exports are up 16 
percent ($3.2 billion to $3.6 billion). Exports of manufactured 
goods boomed--up over 50 percent from 1978, with textile exports 
leading the way. If the effective exchange rate established by 
the large devaluation of June is maintained, exports of manufacturers 
can be expected to continue to grow. However, during the remainder 
of 1979 necessary petroleum imports and declining agricultural 
exports (possibly down from $1.6 billion in 1978 to $1.5 billion), 
and continuing buoyant domestic demand may have reversed the 
favorable trade balance of the first half of the year. Imports were 
also expected to grow during the latter part of 1979 as Turkey draws 
upon OECD, IMF, and newly arranged commercial bank loans. 


Turkey conducts the bulk of its foreign trade with the EEC, 
with which it is an Associate Member. In 1978 the United States 
ranked fifth after West Germany, France, Iran, and Italy, among 
Turkey's major trading partners. 


By September 1979, workers' remittances were almost as great 
as export income ($1.6 billion) already having exceeded their 1978 
total of $980 million. This large increase was primarily due to 
the premium exchange rate applied to remittances prevailing from 
April until early June (remittances in May alone were $693 million) 
and the year's total may have reached a record of $1.8 billion after 
3 successive years of stagnation. 





Turkey's underdeveloped tourism industry doubled last year's 
contribution to the country's favorable balance on invisible 
transactions to $127 million during the first half of 1979. Total 
foreign exchange income from this sector should have reached about 
$200 million in 1979 compared with $145 million in 1978. 


Turkey has had a current account deficit in each of the past 
20 years except 1973 when the current account registered a surplus 
of almost $500 million. The 1979 current account deficit (after 
debt relief) was in the range of $1.2 to $1.4 billion and was 
financed primarily by multilateral and bilateral assistance and 
new conmercial bank credits offered by an international consortium. 


EXTERNAL DEBT 


Turkey's total disbursed external debt more than quadrupled from 
$3.3 billion to $14.2 billion between December 1974 and December 
1978. Most of this increase occurred in the short-term liabilities 
of the Turkish monetary authorities which rose from $229 million to 
$6.5 billion during the same period. These liabilities include 
convertible Turkish Lira deposits, various types of bank debt, and 
over $2 billion in commercial arrears. This rapid debt build-up 
reflected Turkey's large current account deficits during the period 
and government's decision to finance these deficits via short-term 
borrowing. 


In May 1978 and again in July 1979 members of the OECD and 
Turkey reached agreements to reschedule some $2.2 billion in official 
and officially guaranteed debt. Implementation of these two agree- 
ments will be determined by bilateral agreements between Turkey 
and the individual creditor countries. Under these agreements 
(principal and interest) debt relief to Turkey was about $1.2 
billion in 1978 and will be about $U.S. 1 billion in 1979. 


Following the 1979 agreement with OECD creditor countries, 
Turkey reached agreement with about 230 commercial banks on re- 
scheduling more than $2.2 billion in convertible Turkish Lira depos- 
its, about $450 million in commercial bank credits, and more than 
$250 million in third party claims. Turkey is now studying ways in 
which an estimated $1 billion in unguaranteed commercial arrearages 
can be regularized. 


Debt service, net of rescheduling, is expected to increase 
greatly in 1980. 


In April 1978, Turkey undertook a 2-year stand-by agreement with 
the IMF for SDR 300 million. In mid-1979 that arrangement was rene- 
gotiated at Turkey's request, and a l-year SDR 250 million stand-by 
was put in its place. The first tranche under the new agreement 
(SDR 70 million) was disbursed in July 1979. Equal tranches of 
SDR 60 million are scheduled for disbursement in November 1979, 
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March 1980 and June 1980. Prior to each disbursement, the IMF will 
determine whether Turkey has observed the conditions of the stand-by. 


IMPLICATIONS FOR THE UNITED STATES 


Turkey's imports are up this year by 15 percent through Septem- 
ber. More important for American firms, U.S. exports to Turkey are 
running 78 percent above 1978, and they have regained their normal 
market share of about 9 percent. This marked improvement suggests 
that U.S. exports to Turkey for the year will exceed $450 million. 
This success has been largely achieved by pursuing export opportuni- 
ties that guarantee timely payment. 


The success of American exporters has been even more impressive 
given that for the second year in a row no new Eximbank credits or 
export insurance has been extended for sales to Turkey. It is hoped 
that the pledge of $50 million in Exim credits contained in the U.S. 
proposal under the OECD-organized assistance program for Turkey will 
soon be available, since it will be critical to the efforts of 
American exporters bidding on major sales contracts in Turkey. 


Early forecasts put 1980 imports in the range of $6 billion. 
If American exporters maintain their traditional share of the market, 
they can expect to do over $500 million worth of business in Turkey 
this year. 


Competition will be tough in the leading markets for American 
goods--machinery and parts, and road vehicles and parts. Prime 
customers in these markets will be Turkish Government agencies. 

The Heavy Construction and Mining Equipment Trade Mission that 
visited Turkey in early 1979 identified the Turkish National Coal 
Industry (TKI) as the single largest potential customer for this 
type of equipment. However, so far no American firm has been able 
to make an offer to TKI for lack of financing. American firms have 
also been rendered competitive in the market for electric power 
generation and transmission equipment for lack of financing. This 
situation has led to a steady erosion of America's previous 
domination of these major markets in Turkey. 


In an effort to maintain a foot in the door for future major 
sales to Turkey, the Embassy has obtained a grant from Agency for 
International Development/Reimbursable Development Projects to do 
the feasibility study of the proposed $1 billion Bosphorous Train 
Tunnel and is negotiating a similar grant for the planned multimil- 
lion dollar Karadeniz Pulp and Paper Mill to be built by the state- 
owned paper company, SEKA. The Bosphorous project would yield several 
hundred million dollars in foreign contracts and the SEKA project will 
require at least $50 million in foreign engineering services. 


For the longer term, the United States took advantage of the 
noticeably improved atmosphere for foreign investment in Turkey 
through the visit here in October of the Overseas Private Investment 
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Corporation's Southern European Mission. The Mission was warmly 
greeted by both public and private sectors. Evidence of the desire 
for and range of investments open to foreign interest is that at 
least 5 of 13 companies on the Mission are pursuing joint ventures 
that are expected to be in operation in 1980. These new invest- 
ments will be in the fields of electronics, chemicals, industrial 
valves, computers, and food processing. 


The Embassy believes that pursuing export opportunities which 
offer firm payment arrangements, the expected restoration of Exim 
credits for Turkey, and the long-term efforts of the RDP program, 
and newly stimulated American investment will help maintain the 
U.S. share of the Turkish market through the 1980's. 


*% U. S, GOVERNMENT PRINTING OFFICE: 1980—311-056/238 











